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RULES  AND  REGULATIONS 


Title  29 — Labor  the  leglslaUve  history  does  reveal  a  Con-  Moreover,  the  position  suggested  in  the 

CHAPTER  XXVI _ PENSION  BENEFIT  gressional  awareness  that,  under  the  mnanente  would  result  in  inequality  in 

GUARANTY  CORPORATION  provisions  which  became  section  4022  (b>  treatment  between  participants  in  new 

nADT  OCAO—I  ikJiTATinM  CM  of  the  Act,  the  guarantee  maximum  for  pteis  and  those  in  existing  plans.  It  is 

n  person  who  retired  prior  to  age  65  dear  ffaat  the  guarantee  of  all  benefits 
GUARANTttD  would  be  less  than  the  $750  per  month  provided  wider  a  new  plan  must  be 

On  November  4.  1975,  the  Pension  specified  in  the  statute.  Thus.  PBGC  be-  phased^  over  the  stautory  five-year  pe- 
Benefit  Guaranty  Corporation  (herein-  lleves  that  it  lacks  legal  authority  to  riod  beeawe  all  such  benefits  constitute 
after  “PBGC”)  published  for  comment  adopt  a  rule  for  computing  the  maximum  increases  over  what  was  previously  pro¬ 
in  the  Federal  Register,  40  FR  51314.  guarantee  limitation  applicable  to  dis-  Tided  (nothing).  A  participant  in  an  ex- 
proposed  regulations  implementing  the  ability  benefits  which  differs  from  the  Istlng  plan  might  likewise  become  newly 
limitations  contained  in  section  4022(b)  rule  applied  to  other  types  of  benefits,  " 

of  the  Employee  Retirement  Income  Se¬ 
curity  Act  of  1974  (hereinafter  “the 
Act”)  on  the  benefits  guaranteed  by 
PBGC.  The  PBGC  received  a  number  of 
comments  on  the  proposed  regulations 

and  has  given  consideration  to  each  of  different  insurance  limitation, 

them  in  promulgating  these  final  regu-  <_ _ _ _ 

lations.  Most  of  the  comments  submitted  may  come  into  pay  status  involuntarily.  ^ 
dealt  with  the  treatment  of  disability  Examples  of  this  are  early  retirement 
pensions  and  with  the  definition  of  “ben-  benefits  where  an  employee  is  forced  te 
efit  increase”  as  that  term  relates  to  retire  through  the  unilateral  actton  at 

the  phase-in  rule  contained  in  section  his  employer  and  survivors’  I - 

4022(b)  (8)  of  the  Act.  For  the  reasons  which  are  also  of  an  involuntary  mture 
set  forth  in  greater  detail  below,  PBGC  In  short,  PBGC  does  not  believe  fiwt  the 
has  determined  that  the  requested  Involuntary  natime  of  disability  retire- 
changes  with  regard  to  these  two  Issues  ment  is  sufficient  groimds  for  estalffUi- 
should  not  be  made  in  the  final  regula-  Ing  different  insurance  limitations  for 
tlons.  However,  tbe  final  regulations  do  disabled  pensoos. 

contain  some  ciienges  nede  as  a  residt  The  aeoond  ma^or  area  of  comment,  as 
of  the  oomments  received,  fes  addition  to  noted  above,  dealt  with  the  definition  o( 
clarifying,  correcting  and  substantive  “tenefit  Increase.”  those  increases  being 
changes  initiated  by  the  PBGC  staff.  sidijeot  to  a  phase-in  of  the  PBGC  guar- 
All  of  the  comments  dealing  with  the  antee  pursuant  to  section  4022(b)  (8)  of 
treatment  of  dlsabilty  pensions  urged  the  AeL  llie  argument  made  in  the  com- 
that  the  annuitant’s  age  factor  contained  ments  was  that  Congress  Intended  that 
in  proposed  I  ai06.4<c).  which  rcdiaoes  only  increases  in  the  amount  of  benefit* 
the  guarantee  maxhaum  far  peiaoni  re-  (®d  net  in  the  value  of  benefits  be  sub- 
tiring  prior  to  age  €5,  not  be  appled  la  J«Gt  to  phased.  PBGC  disagrees  with 
the  case  of  disabled  persons  forced  to  these  comments.  The  principal  reasons 
retire  at  ages  younger  than  66;  that  for  tor  tWs  disagreement  are  set  forth  below, 
the  purpose  of  computing  the  guarantee  The  purpose  of  the  idiase-in  rule  Is  to 
maximum,  these  persons  should  be  Protect  against  undue  Increases  in  un¬ 
treated  as  having  become  disabled  at  funded  plan  liabilities  in  anticipation  of 
age  65  or  as  being  age  65  on  the  date  of  P^  termiMtion.  Th^  employer 
plan  termination.  The  reasons  advanced  with  fimlted  net  worth,  and  thus  limited 
in  support  of  this  position  are  a  per-  liability  upon  plan  termination,  might  bo 
ceived  Congressional  intent,  as  refiected  b^i^  of  pressure  from 

in  changes  to  the  Social  Security  Act,  participants  or  f»  his  own  motl^.  to 
that  the  pensions  of  disabled  workers  be  Jncr^  substan^y  toe  value  of  plan 
protected  to  the  greatest  possible  extent,  benefits.  He  coifid  do  this  in 
and  the  fact  that  disabled  persons  (un-  t™n  a  straight  Increase  In  the  benefit 
like  early  retirees)  do  not  retire  volun-  example,  he  could  redure 

tbe  noiared  retirawent  age  under  too 
T*  P*®fi  (toeivtoy  making  more  participants 

It  is  toe  p^ition  of  toe  PBGC  that  re-  currently  eligible  for  full  retirement 

benefits)  or  liberalize  the  plan’s  vesting 
^bled  worlMs  ttot  Coy^  Wtended  .chedule  (thereby  giving  participants 
to  provide  under  toe  Social  Security  Act,  nonforfeitable  lichts  to  a  irreater  ner- 

prograina^  of  Itoeln^raiMe  program  these  cases,  the  plan’s  liabilities,  and 
created  by  Title  IV  of  toe  Employee  Re-  therefore  the  liabilitv  of  PBGi!!  noon  nlftn 
tirement  Income  Security  Act.  the  Con- 

gressional  Intent  found  in  toe  former  gSh  J^incrSS^^ 

program  cannot  be  read  into  toe  latter  “ 

program.  Of  great  significance  in  this  ;f2m)(8)  that  o^ 

regard  is  toe  fact  that  toe  statute  on  its  Ste  would  ^  pS-bTo^'i^v^ 
face  appears  to  apply  uniformly  to  all  JSHlrS  Ind  toS^7  tocr^S 
partici^te  of  toe  a«e.  and  a  re-  shortly  prior  to  plan  termlna- 

tion  may  not  be  fully  guaranteed.  To 
M partalreng  to  argue  that  tois  rele  applies  oiily  to  In- 
tion  4022<b) .  too^  no  Congressional  to-  creases  in  toe  amount  of  benefits  and  not 


such  as  normal  or  early  retirement.  amerabnent  vMch,  for  example,  liberal- 
Moreover,  toe  fact  the  disability  re-  i*®®  the  plan’s  vesting  provisions.  It 
tirement  is  of  an  tovolimtary  nature  is  woiy  be  toequitable  to  provide  on  im- 
not  dispositive  of  toe  issue  of  whether  mediate  and  full  guarantee  of  the  bene- 
dlsabllity  benefits  should  be  subject  to  a  fits  to  wbldi  toe  participant  to  toe  exist- 
different  insurance  limitation,  because  tog  pton  has  just  becmne  entitled  while 
other  types  of  guaranteed  benefits  as  well  JiAug  so  for  the  participant  to  the 

aem  plaix. 

Ot*  caaament  objected  that  the  pro- 
poaad  regulations  adjust  the  gruarantee 

_ _  naxlanHB  on  the  basis  of  “actuarial 

benefits  equlvalenoe”  rather  than  “actuarial 
value”  Md  argued  that  the  latter,  which 
would  iwDlt  to  smaller  reductions, 
MwMkt  be  used  to  toe  cmnputation  of  toe 
gwreatee  limitations.  While  there  is  not 
a  cossensus  of  opinicxi  as  to  toe  precise 
lyiHthv.'Uun  between  the  terms  “actuarial 
valuer  eato  “actuarial  equivalence,”  it 
appeal*  that  this  ccanment  is  really  sug- 
ceattMithat  the  maximum  guarantee  for 
iareieiWte  annuities  be  computed  on  the 
baMi  of  constant  value  rather  than  ac- 
taaziai  value.  The  actuarial  value  of  a 
periodic  benefit  is  toe  present  value  of 
Cto  gpeeted  stream  of  benefit  payments 
tafctag  lato  account  interest  and  mortal¬ 
ity  prior  to  and  during  toe  payment  pe¬ 
riod.  ‘Ihe  proposed  and  final  regulations 
utilize  this  coneept  to  eooaputtog  the 
martmam  gaaaauteeable  benefits.  The 
realBRiaqpMNlfBrfti  tbe  conmamt  would 
■^4ahe  fnlo  aaeoaut  intervsi  and  mor- 
laMEr  lator  to  toe  payment  period.  The 
sAartoreitaig  of  this  approach  is  that  it 
creates  a  dtecrepancy  between  toe  value 
at  immsAate  and  deferred  benefits,  and 
flds  ffiSerepancy  is  detrlmentid  to  the 
PHtteRpaut  who  is  entitled  to  a  deferred 
taneflLFBGC  believes  that  such  a  result 
was  not  lolended  by  Congress,  and  that 
ahaciit  a  dear  directive  from  Congress, 
PUCKJdMuld  not  institute  a  system  that 
create  a  clear  economic  incentive  to  re- 
CteJre— diately,  rather  than  to  continue 
WMftbv  once  having  acquired  a  deferred 
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suggested  Qiat  a  nntform  mortality  as¬ 
sumption  should  not  be  used.  PBGC  dis¬ 
agrees  with  this  poeltkm.  because  It  is 
felt  that  an  particlpantB  of  the  same 
age  should  receive  the  same  benefit  pio- 
teeUon  from  PBGC.  r^mnSess  of  the 
participant’s  sex.  in  recognition  of  ttie 
similar  Incmne  needs  (rf  an  retired  wotk- 
ers.  Purther,  this  approcudx  is  consistent 
with  the  uniform  tr^tment  accorded 
males  and  females  under  plan  accrual 
and  vesting  schedules. 

It  was  also  suggested  that  PBGC  should 
use  strict  actuarial  equivalence  to  de- 
t^mlne  the  maximum  guaranteeatde 
benefits  at  aU  ages.  This  approach  is 
rejected  because  of  the  tremendous  ad¬ 
ministrative  burdens  it  would  place  on 
PBGC  in  return  for  very  minimal 
changes  in  amounts  of  guaranteed  bene¬ 
fits.  The  use  of  strict  actuarial  equlva- 
loice.  as  opposed  to  the  system  adopted 
by  PBGC,  in  fact  would  yMd  rnaximum 
guaranteeable  benefits  that  are  only  very 
sllghdy  differoit  from  those  obtained 
using  the  PBGC  iqTproach. 

Related  to  the  above  suggestion,  is  the 
comment  that  the  formula  contained  in 
proposed  i  2609.4(e) ,  the  age  adjustment 
factmr  apidicaUe  vfiien  the  beneficiary's 
age  is  different  from  that  of  the  parti^ 
pant,  results  in  a  very  substantial  d«yar- 
ture  from  strict  actuarial  equivalence 
vdien  the  difference  in  ages 
large.  IBGC  ooneurs  with  this  objec¬ 
tion,  and  accordingly,  |2609.4(e>  has 
been  revised  in  the  final  regulatlan  to 
provide  that  the  fonnula  contained 
therein  shall  only  be  used  when  the  age 
difference  Is  15  years  w  less.  If  the  dif- 
frnence  in  ages  is  larger.  PBGC  wfll  pro¬ 
vide  the  appropriate  adjustm^t  faetoca 

An  objectfam  was  also  raised  in  tfi«« 
comment  to  the  method  used  in  the  com¬ 
putation  of  the  period  certain  in  the  ease 
of  cash  refund  and  refund 

annulttoa,  i  2600.4(d)  (1)  and  (il)  of  the 
proposed  regulations.  It  was  contended 
that  these  provlsians  had  the  effect  of 
emphaslxlng  deafli  benefits  at  the  ex¬ 
pense  of  retirement  benefits.  PBGC 
agrees  with  this  position,  and  aecord- 
inidy  proposed  i  2609.4(d)  O)  axui  (11) 
have  been  changed  in  the  regula¬ 
tions  to  provide  that  the  period  of  cer¬ 
tain^  for  these  annuls  form*  is  to  be 

computed  without  reference  to  the  maxi¬ 
mum  monthly  guaranteeable 

under  i  2600J(a)  of  the  regulations. 

Flna^,  one  comment  suggested  that  a 
fioor  of  25%  or  30%  of  the  partlcfc)ant*s 
highest  average  nxmthly  salary  durfaig  a 
fivc~ycar  period  be  placed  m  the  gmeral 
maximmn  fimltatton  ^ 

S  2609.3(a)  of  the  propoaed  regulations. 
Section  2609J(a)  expresses  the  guar¬ 
antee  limitation  in  the  "flnvr  ina.nTiAy  as 
it  is  stated  in  secticm  4022(b)  (3)  of  the 
Act.  Because  the  Act  does  not  authoriae 
the  Imposltkm  of  a  floor  on  the  guar¬ 
antee  maximum,  PBGC  cannot  create 
yefi  »  floor  in  the  regulattcns.  Accord¬ 
ingly.  this  st^gestlon  has  been  rejected. 

Substantial  changes,  initiated  by  the 
PBGC,  have  been  made  in  1 2609A(e)  to 
clarify  the  method  used  to  ben¬ 

efit  increases  wiffi  rs^Mct  to  benefits 
that  are  in  pay  status  under  the  terms 
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iff  an  ammided  plan  as  of  the  date  of 
plan  termination.  In  order  to  determine 
the  benefit  increase  resulting  from  a 
plan  amendment  or  scheduled 
in  the  case  of  a  benefit  which  comes  into 
pay  status  prior  to  plan  termination,  it 
is  necessary  to  determine  the  benefit 
that  would  have  been  payable  on  the 
date  ol  plan  termination  if  the  amend¬ 
ment  had  not  Increased  the  actuarial 
value  of  the  baieflt  payable  with  re¬ 
spect  to  the  participant  as  of  the  date 
the  benefit  commenced.  The  final  regu¬ 
lations  provide  specifically  for  the  de- 
tmmlnation  of  a  benefit  Increase  with 
respect  to  a  participant  where  the  bene¬ 
fit  In  pay  status  on  the  date  of  plan 
termlnaticm  Is  different  In  amount,  form, 
or  age  payable  from  the  benefit  payable 
as  of  the  date  the  benefit  commenced. 
For  exynple,  a  plan  may  be  amended 
to  provide  a  joint  and  survivor  annuity 
payable  at  the  same  age  as  the  benefit 
provided  under  tbe  terms  of  the  pi«tn 
prior  to  the  amendment.  If  the  particl- 
gpant  retires  under  the  terms  of  the 
amended  idan,  and  the  participant  or 
beneficiary  dies  subsequently  (but  prior 
to  plan  termlnatlan) ,  the  b^^t  payable 
with  respect  to  the  participant  on  the 
data  ot  plan  termination  Is  a  single  Ufe 
annuity  payable  to  the  survivor  at  his 
or  her  current  age.  In  the  same  or  In  a 
reduced  amount  as  ^  joint  and  sur¬ 
vivor  annuity.  Section  2609.5(c)  provides 
for  the  computation  of  the  benefit  in¬ 
crease  In  this  case  In  the  following  man¬ 
ner.  First,  the  benefit  which  would  have 
been  payable  under  the  terms  of  the 
plan  prior  to  the  amendment  on  the  date 
the  participant  retired  la  eonverted  to 
an  actuarially  equivalent  joint  and  sur¬ 
vivor  annuity.  Next,  the  benefit  derived 
fnxn  this  annuity  which  would  have 
been  payable  on  the  date  of  plan  termi¬ 
nation  is  determined  by  adjusting  Um 
j(dnt  and  survivor  annuity  to  reflect  the 
death  of  the  paitletpant.  Ihe  result  k 
the  amount  of  the  survivor’s  benefit  that 
would  be  payable  on  the  date  of  idan 
termination  If  ttie  amendment  had  not 
increased  the  actoaxial  value  of  the  bene¬ 
fit  payable  with  respect  to  the  partici¬ 
pant  as  of  ttie  date  he  retired.  The  bene¬ 
fit  inmase  with  respect  to  the  particl- 
pent  is  then  determined  by  eomparlng 
the  amount  of  ttJs  survivor's  benefit  to 
tbe  amount  of  the  survivor's  benefit  ac¬ 
tually  in  pay  status  on  ttie  date  of  plan 
termination. 

This  result  te  achieved  as  iOastrated 
by  the  following  example; 

Assume  tlmt  prior  to  plan  amend¬ 
ment,  the  Idan  provided  a  monthly  bene¬ 
fit  oi  $10  per  year  oi  credited  service 
payable  as  a  sini^  life  annuity  com¬ 
mencing  ‘at  age  65.  The  plan  k  amended 
to  provide  ttie  same  monthly  benefit  pay¬ 
able  as  a  joint  and  survivor  (contingent 
bask)  50  percent  annuity  commencing 
at  age  05.  under  which  if  the  retired 
participant  predeceases  hk  beneficiary, 
the  beneficiary  win  receive  50  percent  of 
the  monthly  benefit  that  was  payable  to 
the  participant.  Assume  further  that  t^ 
participant  and  beneficiary  were  the 
same  age,  and  that  the  participant  re¬ 
tired  subsequent  to  the  plan  ajniWKinwint 
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with  30  years  credited  service  there¬ 
after  died  prior  to  the  date  of  pltm 
tomination.  On  the  date  of  termi¬ 
nation  the  boieflckry  k  66  years  old. 
The  amount  of  the  benefit  Increase  vro- 
vlded  by  the  idan  jg  com, 

puted  In  the  following  maimer. 

(1)  First,  the  bmriit  payable  on  the 

date  of  Idan  termination,  as  by 

S  2609 J(a).  is  computed.  I  2609A(c)  (1). 
In  this  example,  the  benefit  is  a  $150  per 
month  single  life  annuity  payable  to  the 
beneficiary,  since  the  participant  is  de¬ 
ceased  and  the  boieficii^  is  entitled  to 
receive  50%  of  the  joint  benefit  of  $300 
per  memth  based  on  the  participant’s  30 
years  credited  service. 

(2)  Next  the  factors  which  would  be 
used  to  calculate  the  mATiiwiim  monthly 
benefits  guaranteeable  under  S  2609 J  (a) 
for  both  the  benefits  provided  under  the 
plan  prior  to  and  subsequent  to  the 
amendment  are  determined, 

set  of  factors  k  stated  in  the  manner 
set  forth  in  i  2609.4(b)  (1).  i  2609.5(c) 
(2).  It  k  impmtant  to  note  th*t  tbe 
fetors  determined  here  are  tbe  factors 
which  would  be  applicable  on  the  date 
of  the  benefit  Increase.  In  this  examide, 
the  factors  thus  determined  are  1  with 
reqpect  to  the  single  life  annuity  pay¬ 
able  at  age  65,  as  provided  under  the 
plan  prlrar  to  the  ammdment,  and  .9  with 
re^ject  to  the  joint  and  survivor  (con¬ 
tingent  basis)  50  percent  annuity  pay¬ 
able  at  age  65,  as  provided  under  the  plan 
subsequent  to  the  ampn/im^nt 

(3)  Ihe  next  step  is  to  determine  the 
monthly  amount  of  the  benefit  provided 
under  the  plan  subsequent  to  t^  amend¬ 
ment  which  has  the  same  value  as  of  the 
date  of  the  amendment  as  the  month^ 
amount  ot  the  benefit  provided  under  the 
plan  prior  thereto,  i  2600A(e)  (3) .  Thk  k 
accomplished  bv  multiplying  tha  m«m*hiy 
amount  of  the  beneftt  which  would  have 
been  payalde  under  the  idan  prlw  to  the 
increase  based  on  service  eredked  to  tiM 
participant  as  of  tiie  date  he  retired  by  a 
fractlmi  ccHnprked  of  the  factors  com¬ 
puted  in  Step  2.  The  numerator  of  this 
fraction  k  the  factor  lumUcable  to  the 
benefit  provided  subsequent  to  the 

g 

by  the  fraction—^ — .  ihis  results  in  an 

amendment  and  the  denomingtor  k  tiie 
factor  iqipUcalde  to  the  benefit  provided 
prior  to  the  amendment.  In  this  example, 
a  $300  per  month  slnrie  life  annuity  pay- 
aide  at  age  65  (based  on  the  participanft 
SO  years  credited  eervlee)  k  multtpikd 
eqirivalent  joint  and  survivor  (contingent 
basis)  50  percent  annuity  payable  at  age 
•5  at  $270  per  month. 

(4)  The  final  step  k  to  compute  th^t 
difference  between  tbe  amount  of  the 
memthly  benefit  payalde  on  the  date  of 
plan  termination  (as  eomputed  in  Step 
1)  and  the  amount  of  the  monthly  pecie- 
flt  which  would  have  been  payable  <xi 
that  date  based  on  the  amount,  form  and 
age  payable  of  the  hypothetical  benefit 
computed  hi  Stq^  2,  f|2609J(e)  and 
2i0tA(e)  (4) .  In  tide 

payable  on  the  date  of  plan  tmntnation 
k  a  $150  per  month  idngw>  ufo  annuity 
payalde  to  the  beneficiary.  The  benefit 
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which  would  have  been  payable  on  the 
date  of  plan  termination  is  a  $135  per 
month  single  life  annuity  payable  to  the 
beneficiary,  since  the  participant  Is  de¬ 
ceased  and  the  beneficiary  would  be  en¬ 
titled  to  receive  50  percent  of  the  hypo¬ 
thetical  $270  per  month  Joint  benefit 
computed  in  Step  3.  Thus,  the  amount  of 
the  benefit  increase  Is  $15  per  month. 

Finally,  a  new  paragraph  (d)  has  been 
added  to  S  2609.7,  providing  that  when  a 
substantial  owner  becomes  a  plw  par¬ 
ticipant  subsequent  to  a  plan  amendment 
creating  a  boiefit  Increase  imder  the 
plan,  the  plan  as  it  exists  at  the  time  he 
commences  his  participation  shall  be 
deemed  to  be  the  orlglnied  plan  for  pur¬ 
poses  of  applying  the  phase-in  rules  re¬ 
lating  to  substantial  owners  contained  in 
paragraphs  (b)  and  (e)  ot  that  section. 

Because  a  large  number  of  plans  have 
filed  notices  of  intent  to  terminate  and 
the  processing  of  many  of  these  termi¬ 
nating  plans  cannot  be  completed  until 
regulations  are  promulgated  delineating 
the  limitations  on  the  guarantee  of  bme- 
fits  set  forth  in  section  4022(b)  of  the 
Act,  and  beca\ise  of  the  need  to  provide 
immediate  guidance  both  to  these  plans 
and  to  those  plans  not  yet  terminating 
on  the  scope  oi  the  guarantee  of  benefits 
under  section  4022,  the  Pension  Boi^t 
Guaranty  Corporation  finds  that  good 
cause  exists  for  making  these  regulations 
effective  immediately. 

In  consideration  the  foregoing 
Chapter  XXVI  of  Title  29,  Code  of  Fed¬ 
eral  Regulations,  is  her^y  amended  by 
adding  a  new  Part  2609  reading  as 
follows: 

Beo. 

3609.1  Purpose  and  scope. 

3609A  DeflnltkmB. 

38094  Mii»iTirniTw  guaranteeable  benefit. 
3609.4  Oonq>utation  of  maximum  guaran- 
teeabla  benefits. 

3609JS  Benefit  Increases. 

3609.6  Five-year  phase-in  benefit  guar¬ 

antee  for  participants  other  than 
substantial  owners. 

3609.7  Fhase-ln  of  benefit  guarantee  for 

participants  who  are  substantlat 
owners. 

36094  Effect  of  tax  disqualification. 

Aothoxitt:  Secs.  4002(b) (S).  4022(b). 
Pub.  !•.  98-406,  88  Stat.  1004,  1016-18  (29 
VB.a  1802(b)(8).  13a2(b)). 

§  2609.1  Purpose  and  scope. 

(a)  The  purpose  of  this  part  is  to  de- 
scrflie  the  limitations  on  bmefits  guar¬ 
anteed  under  Part  2605  of  this  chi^tar 
and  to  provide  the  methods  for  aK>lylng 
such  limitations. 

(b)  This  part  applies  to  each  plan 
providing  benefits  guaranteed  under  Part 
2605  of  this  chapter. 

S  2609.2  Definitions. 

As  used  in  this  part — 

**Act”  means  the  Employee  Retirement 
Income  Security  Act  of  1974. 

Annuity**  means  a  series  of  periodic 
payments  to  a  participant  or  surviving 
beneficiary  for  a  fixed  oe  contingent 
poiod. 


“Baiefit**  means  a  benefit  described  in 
Part  2605  oi  this  chap^. 

“Benefit  increase’*  means  any  benefit 
arising  from  the  adoption  of  a  new  plan 
or  an  increase  in  the  value*  of  benefits 
payable  arising  frcnn  an  amendment  to 
an  existing  plan.  Such  increases  Include, 
but  are  not  limited  to,  a  scheduled  in¬ 
crease  in  benefits  imder  a  plan  or  plan 
amendment,  such  as  a  cost-of-living  in¬ 
crease,  and  any  change  in  plan  provi¬ 
sions  which  advances  a  participant’s  or 
beneficiary’s  entitlement  to  a  boiefit, 
such  as  liberalized  participation  require¬ 
ments  or  vesting  schedules,  reductions  in 
the  normal  or  early  retirement  age  under 
a  plan,  and  changes  in  the  form  of  bene¬ 
fit  payments.  In  the  case  of  a  plan  imder 
which  the  amount  of  benefits  depends  on 
the  participant’s  salary  and  the  partici¬ 
pant  receives  a  salary  increase  the  re¬ 
sulting  increase  in  benefits  to  which  the 
participant  becomes  entitled  will  not,  for 
the  purpose  of  this  pmrt,  be  treated  as  a 
“benefit  increase.’’  Similarly,  in  the  case 
of  a  plan  under  which  the  amount  of 
benefits  depends  on  the  participant’s  age 
or  service,  and  the  participant  becomes 
entitled  to  increased  benefits  solely  be¬ 
cause  of  advancement  in  age  or  service, 
the  increased  benefits  to  which  the  par¬ 
ticipant  becomes  entitled  will  not,  for  the 
purpose  of  this  part,  be  treated  as  a 
“benefit  increase.** 

“Cash  refund  annuity’’  means  an  an¬ 
nuity  under  which  if  the  participant  dies 
prior  to  the  time  when  be  has  received 
pension  pasmients  equal  to  a  fixed  sum 
specified  in  the  plan,  then  the  balance  is 
paid  as  a  lump-sum  death  benefit. 

“Installment  r^und  annui^’*  means 
an  aimuity  under  which  if  the  peutlci- 
pant  dies  prior  to  the  time  he  has  re¬ 
ceived  pension  payments  equal  to  a  fixed 
sum  q^eclfied  in  the  plan,  then  t^  bal¬ 
ance  is  paid  as  a  death  benefit  in  peri¬ 
odic  installmwits  equal  in  amount  to  the 
participant's  pertodlc  benefit. 

“J(^t  and  survivor  annuity  (ccmtin- 
gent  basis)  **  means  an  azmui^  which  is 
payalfie  In  periodic  installmwits  to  a 
participant  for  his  life  and  upcm  his 
death  Is  payable  to  his  beneficiary  for 
the  benefieiary’s  life  in  the  same  <»*  in  a 
reduced  amount. 

“J(^t  and  survivor  aimuity  (joint 
basis)  **  means  an  aimuity  which  is  pay¬ 
able  in  periodic  installments  to  a  par¬ 
ticipant  and  upon  his  death  or  the  death 
of  his  beneficiary  is  payable  to  the  sur¬ 
vivor  for  the  survlvm's  life  in  the  same 
or  in  a  reduced  amount. 

“PBGC**  means  the  Pension  Benefit 
Guaranty  Corporation. 

‘Teriod  certain  and  continuous  an¬ 
nuity**  means  an  aimuity  which  is  pay¬ 
able  in  poiodlc  Installments  for  the  par¬ 
ticipant’s  life,  but  for  not  less  than  a 
spMdfied  period  of  time  whether  or  not 
the  participant  dies  during  that  p^od. 

“Step-down  Ufe  annuity**  means  an 
aimuity  payaUe  in  a  certain  amount  for 
the  Ufe  of  the  participant  plus  a  tem¬ 
porary  additional  amount  payable  until 
the  participant  attains  an  age  specified 
in  the  plan. 


S  2669.3  Maximum  guaranteeable  bene¬ 
fit. 

(a)  General  UnUtation.  Benefits  pay¬ 
able  with  respect  to  a  participant  imder 
a  plan  shall  be  guaranteed  only  to  the 
extent  that  such  benefits  do  not  exceed 
the  actuarial  value  oi  a  ben^t  in  the 
form  of  a  life  annuity  payable  in  mmithiy 
Installments,  comm^cing  at  age  65  equal 
to  the  lesser  of  the  amounts  cixnputed  in 
paragraphs  (a)  (1)  and  (2)  of  this  sec¬ 
tion. 

(1)  One-twelfth  of  the  participant’s 
average  annual  gross  income  from  his 
employer  during  either  his  highest-paid 
five  ccmsecutive  calendar  years  hi  which 
he  was  an  active  participant  under  the 
plan,  or  if  he  was  not  an  active  partici¬ 
pant  throughout  the  entire  such  period, 
the  lesser  number  of  calendar  years 
within  that  period  in  which  he  was  an  ac¬ 
tive  participant  under  the  idan. 

(1)  As  used  in  this  pcuagrcq^  “gross 
income’*  means  “earned  Incmne”  as  de¬ 
fined  in  section  91t(b)  oi  the  Internal 
Revenue  Code  of  1954,  determined  with¬ 
out  regard  to  any  cixnmunity  primerty 
laws. 

(U)  For  the  purposes  of  this  para- 
grai^,  if  the  idtm  is  one  to  which  more 
than  one  employer  ccmtrlbutes.  and  dur¬ 
ing  any  cal^dar  year  the  peur^pcmt  re¬ 
ceived  gross  income  from  more  tiian  one 
such  contributing  employer,  then  the 
amounts  so  received  shall  be  aggregated 
in  determining  the  participant’s  gross  in- 
(XHne  for  the  calendar  year. 

(2)  $750  multiplied  by  the  fraction 

$13^00’  ***”  ^  Social  Security 

o<Hitributi(m  and  benefit  base  determined 
under  S  230  of  the  Social  Security  Act  in 
effect  at  the  date  of  termination  oT  the 
plan. 

(b)  Aggregate  payments  limitation,  n 
a  persmi  is  oititled  to  benefits  under  two 
or  more  plans  or  with  reoiect  to  two  or 
mote  participants,  or  if  mwe  than  one 
person  is  entitled  to  benefits  payable  with 
respect  to  one  participant,  the  aggregate 
benefits  payable  by  PBGC  from  its  funds 
shall  be  limited  to  the  extent  set  forth  in 
paragrai^  (a)  of  this  section  computed 
witiiout  regard  to  the  provisions  cA  para¬ 
graph  (a)  (1)  of  this  sectkm.  The  limita¬ 
tion  contained  in  paragrsMEA  (a)  of  this 
section  shall  be  M^6d  separately  to  each 
plan  at  the  date  of  its  termination,  and 
the  amoimts  payable  by  PBGC  imder 
each  plan  shall  be  aggregated  up  to  the 
limitation  contained  In  this  paragraph. 

§  2609.4  Coaupatation  of  maximum 
guaranteeable  benefits. 

(a)  General.  Wha«  a  benefit  is  pay¬ 
able  in  any  manner  other  than  as  a 
monthly  baiefit  payable  for  Ufe  com¬ 
mencing  at  age  65,  tiie  maximum  guar¬ 
anteeable  monthly  amoimt  of  such  bene¬ 
fit  shall  be  computed  by  applying  the 
appUeable  factor  or  faetma  set  forth  in 
paragraidis,  (c)-(e)  of  this  section  to  the 
monthly  amount  cmnputed  under  $  2609X 
(a) .  In  tiie  case  of  a  step-down  Ufe  an¬ 
nuity.  the  maximum  guaranteeable 
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monthly  amount  of  such  benefit  shall  be 
computed  in  accordance  with  paragraph 
(f)  this  secti<m. 

(b)  Application  of  adjustment  factors 
to  monthly  amount  computed  under 
§  2609.3(a).  (1)  Each  perc^tage  in¬ 
crease  or  decrease  ccmiputed  under  para¬ 
graphs  (c) ,  (d) ,  and  (e)  of  this  section 
shall  be  added  to  or  subtracted  from  a 
base  of  1.00,  and  the  resulting  amounts 
shall  be  midtiplied. 

(2)  The  monthly  amoimt  computed 
under  §  2609.3(a)  shall  be  multiplied  by 
the  product  cMnputed  pursuant  to  para¬ 
graph  (b)  (1)  of  this  secticm  in  order  to 
determine  the  participant’s  and/or  bene¬ 
ficiary’s  maximum  benefit  guaranteeable. 

(c)  Annuitant’s  age  factor.  If  a  par¬ 
ticipant  or  the  beneficiary  of  a  deceased 
participant  is  entitled  to  and  chooses  to 
receive  his  benefit  at  an  age  younger 
than  65,  the  monthly  amount  computed 
vmder  §  2609.3(a)  shall  be  reduced  by 
the  following  amounts  for  each  month 
up  to  the  number  of  whcde  mmiths 
below  age  65  that  corresponds  to  the 
later  of  the  participcuit’s  age  at  the  date 
of  plan  termination  or  his  age  at  the 
time  he  begins  to  receive  the  benefit: 

For  ea<^  of  the  60  months  Immediately  pre¬ 
ceding  the  65th  birthday,  the  reduction 
shaU  be  7/12  ol  1%; 

For  each  of  the  60  months  immediately  pre¬ 
ceding  the  60th  birthday,  the  reduction 
shaU  bo  4/12  of  1%; 

Yot  each  of  the  120  months  Immediately  pre¬ 
ceding  the  55th  birthday,  the  reduction 
shall  be  2/12  1  % ;  and 

Y<x  each  succeeding  120  months  period,  the 
monthly  percentage  reduction  shall  be  ^ 
of  that  used  t<x  the  preceding  120  month 
period. 

(d)  Factor  for  benefit  payable  in  m 
form  other  than  as  a  life  annuity.  When 
a  benefit  is  in  a  form  olher  than  a  life 
annuity  payable  in  mcmthly  install¬ 
ments,  the  monthly  amount  computed 
under  §  2609.3(a)  shall  be  adjusted  by 
the  appropriate  factors  on  a  case-by- 
case  basis  by  PBGC.  This  paragraph  sets 
forth  the  a^ustment  factors  to  be  used 
for  several  commtm  boiefit  forms  pay¬ 
able  in  monthly  installments. 

(1)  Period  certain  and  continuous  an¬ 
nuity.  The  monthly  amount  computed 
under  S  2609.3(a)  shall  be  reduced  by  the 
following  amounts  tor  each  month  of  the 
period  certain  subsequent  to  the  date  of 
plan  termination; 

For  e«u:h  month  up  to  60  months  deduct  (^4 
otl%: 

For  each  month  beyond  60  months  deduct  Vu 
of  1%. 

(i)  A  cash  refund  annuity  shall  be 
treated  as  a  benefit  payable  for  a  period 
certain  and  continuous.  The  period  of 
certainty  shall  be  computed  by  dividing 
the  amount  of  the  lump-sum  refund  by 
ttie  monthly  amount  to  which  the  pcu- 
ticipant  is  entitled  under  the  terms  of 
the  plan. 

(li)  An  Installment  refund  annuity 
shall  be  treated  as  a  benefit  payable  for 
a  period  certain  and  continuous.  The  pe¬ 
riod  (A  certainty  shall  be  computed  by 
dividing  the  amount  of  the  remaining  re¬ 
fund  by  the  monthly  amount  to  whldi 


the  participant  Is  entitled  under  the 
terms  of  the  plan. 

(2)  Joint  and  survivor  ,anniUty  (con¬ 
tingent  basis).  The  monthly  amount 
coomuted  under  1 2609.3(a)  shall  be  re¬ 
duced  by  an  amount  equal  to  10%  plus 

ot  3%  for  each  p^centage  point  in 
excess  of  50%  of  the  participant’s  bene¬ 
fit  that  will  continue  to  be  paid  to  the 
beneficiary.  If  the  benefit  payable  to  the 
beneficiary  is  less  than  50  percent  of  the 
participant’s  benefit,  PBGC  shall  provide 
the  adjustment  factors  to  be  used. 

(3)  Joint  and  survivor  annuity  (joint 
basis).  The  monthly  amount  computed 
under  §  2609.3(a)  shall  be  reduced  by  an 
amount  equal  to  of  1%  for  each  per¬ 
centage  point  in  excess  of  50%  of  tiie 
participant’s  original  benefit  that  will 
continue  to  be  paid  to  the  survivor.  If 
the  benefit  payable  to  the  survivor  is  less 
than  50  percent  of  the  participant’s 
original  benefit,  PBGC  shall  provide  the 
adjustment  factors  to  be  used. 

(e)  When  a  benefit  is  payable  in  a 
form  described  in  paragraphs  (d)  (2)  or 
(3)  of  this  section,  and  the  beneficiary’s 
age  is  different  from  the  participant’s 
age,  by  15  years  or  less,  the  monthly 
amount  computed  under 


adjusted  by  ih«  followlnf 


shall  be 
amounts: 

It  th*  beneficiary  la  yotmger  than  the  par- 
deduct  1%  tor  eadi  year  at  the 
age  difference; 

If  the  bMx^dary  la  older  than  the  parUd- 
pant,  add  %  of  1%  for  each  year  of  the  age 
difference. 

In  computing  the  difference  in  ages, 
years  over  65  years  of  age  shall  not  be 
counted.  If  the  difference  in  age  between 
the  beneficiary  and  the  participant  is 
greater  than  15  years,  PBGC  shall  pro¬ 
vide  the  adjustment  factors  to  be  used. 

(f)  Step-down  life  annuity.  (1)  The 
temporary  additional  amount  payable 
under  a  step-down  life  annuity  shall  be 
converted  to  a  life  annuity  payable  in 
monthly  installments  by  multiplying  the 
appropriate  factor  based  on  Uie  partici¬ 
pant’s  age  and  the  number  of  remaining 
years  of  the  temporary  additional  bene¬ 
fit  by  the  amoimt  iff  the  temporary  addi¬ 
tional  benefit.  The  factors  to  be  used  are 
set  forth  in  the  table  below.  The  amount 
of  the  monthly  benefit  so  calculated  shall 
be  added  to  the  level  amount  of  the 
monthly  benefit  payable  for  life  to  deter¬ 
mine  the  level-life  annuity  that  is  equiv- 


S  2609.3(a) '  alent  to  the  step-down  life  annuity. 
Factors  fr^  converting  temporary  additional  bem  fit  under  step-down  life  annuity 


Age  (V  ptutlcipont  >  at  the  later 
of  the  date  the  temporary  addi¬ 
tional  benefit  commences  or  the 
date  of  plan  termination 

Number  of  years  temporary  additional  benefit  is  payable  under  the  plan 
as  of  the  date  of  plan  termination  > 

1 

2 

3 

4 

5 

0 

7 

8 

9 

10 

45 . . 

0.060 

0.117 

a  170 

a220 

a268 

a  315 

a355 

a36S 

9435 

a  475 

46 . 

.061 

.119 

.173 

.224 

.278 

.321 

.362 

.401 

.444 

.485 

47 . 

.062 

.121 

.176 

.228 

.278 

.327 

.366 

.411 

.463 

.465 

48 . 

.063 

.123 

.179 

.232 

.283 

.333 

.376 

.419 

.462 

.506 

49 . 

.064 

.125 

.182 

.236 

.288 

.339 

.383 

.427 

.471 

.515 

50 . 

.065 

.127 

.185 

.240 

.293 

.346 

.360 

.435 

.480 

.525 

51 . 

.066 

.129 

.188 

.244 

.298 

.361 

.367 

.443 

.486 

.535 

52 . 

.067 

.131 

.191 

.248 

.303 

.857 

.404 

.451 

.496 

.545 

53 . 

.066 

.133 

.194 

.252 

.308 

.368 

.411 

.456 

.507 

.555 

64 . 

.060 

.135 

.197 

.256 

.313 

.360 

.418 

.467 

.518 

.565 

55 . 

.070 

.137 

.200 

.260 

.318 

.375 

,425 

.475 

.525 

.575 

56 . . 

.072 

.141 

.206 

.268 

.328 

.887 

.436 

.481 

.5tt  . 

57-... . . 

.074 

.145 

.212 

.278 

.338 

.180 

.453 

.507  . 

58 . . 

.076 

.149 

.218 

.284 

.348 

.411 

.467  . 

f« . . 

.078 

.153 

.224 

.292 

.358 

.423  . 

60 . 

.060 

.167 

.230 

.300 

.3«  . 

61 . 

.  .062 

.161 

.236 

.308  . 

62 . 

.  .084 

.165 

.242  . 

63 . 

.  .066 

.169  . 

64 . 

.  .088  . 

*  Age  of  participant  is  his  aga  at  his  last  birthday. 

*  U  the  benefit  is  p«:^Ie  lor  leas  than  1  yr.  the  appropriate  (actor  is  obtained  by  multiplying  the  factor  lor  1  yr  by  a 
fraction,  the  numerator  of  which  is  the  number  of  months  the  benefit  is  payable,  and  the  denominator  of  whlw  is  12. 
If  the  benefit  is  payable  for  1  or  more  whole  years,  plus  an  additional  number  of  montha  )ms  than  12.  the  appropriate 
factor  is  obtained  by  Unear  interpolation  between  the  factor  lor  the  number  of  whole  years  the  benefit  is  pr^^le  and 
the  foctor  for  the  next  year. 


(2)  If  a  participant  is  entitled  to  and 
chooses  to  receive  a  step-down  life  an¬ 
nuity  at  an  age  younger  than  65,  the 
monthly  amount  computed  under  S  2609.3 
(a)  shall  be  adjusted  by  applying  the 
factors  set  forth  in  paragraph  (c)  of  this 
section  in  the  manner  described  in  para- 
graidi  (b)  of  this  section. 

(3)  If  the  level-life  monthly  benefit 
calculated  pursuant  to  paragraph  (f)  (1) 
of  this  section  exceeds  the  monthly 
amount  calculated  pursuant  to  para¬ 
graph  (f)(2)  of  this  section,  then  the 
monthly  mawitniim  benefit  guarantee- 
able  shall  be  a  step-down  Ufe  axmuity 
under  ^^ch  the  monthly  amount  (ff  the 
tempfmuy  additional  baiefit  and  the 
amount  of  the  mmithly  benefit  payable 
f<»  Ufe,  respectively,  shaU  bear  the  same 


ratio  to  the  monthly  amount  of  the  tem¬ 
porary  additifxial  benefit  and  the 
monthly  benefit  payable  for  life  provided 
under  the  plan,  respectivdy,  as  the 
mcmthly  benefit  calculated  pursuant  to 
paragraph  (f)  (2)  of  this  sectifxi  bears  to 
the  monthly  benefit  calculated  pursuant 
to  paragrai^  (f)  (1)  of  this  section. 

§  2609.5  Benefit  increases. 

(a)  Scope.  This  section  applies: 

(1)  To  aU  benefit  Increases,  as  defined 
in  i  2609.2,  payable  with  respect  to  a 
participant  other  than  a  substantial 
owner  (as  d^ned  in  sectifui  4022(b)  (6) 
(A)  of  the  Act),  which  have  been  in 
effect  for  less  than  five  years  preceding 
the  date  of  plan  termination;  and 
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(2)  to  an  benefit  Increases  payable 
with  respect  to  a  substantial  owner, 
which  have  been  In  effect  for  less  than 
30  years  preceding  the  date  of  i^an 
termination. 

(b)  General  rule.  Benefit  increases  de¬ 
scribed  in  paragraph  (a)  of  this  section 
shall  be  guarantee  only  to  the  extent 
provided  in  {  2609.6  with  resp^  to  a 
participant  other  than  a  substantial 
owner  and  in  §  2609.7  with  respect  to  a 
participant  who  is  a  substantial  owner. 

(c)  Computation  of  guaranteeable 
benefit  increases.  Except  as  provided  in 
paragraph  (d)  of  this  section  pertaining 
to  multiple  benefit  increases,  the  amount 
of  a  guaranteeable  benefit  Increase 
Shan  be  the  amount,  if  any,  by  which 
the  monthly  benefit  calculate  pinr- 
suant  to  paragraph  (c)  (1)  of  this  sec¬ 
tion  (the  monthly  benefit  provided 
under  the  terms  of  the  plan  as  of  the 
date  of  plan  termlnatlcm,  as  limited 
benefit  calculated  pursuant  to  paragraph 
(c)  (4)  of  this  section  (the  monthly 
benefit  which  would  have  been  payable 
on  the  date  of  plan  termination  if  the 
benefit  provided  subsequent  to  the  in¬ 
crease  were  eqxiivalent,  as  of  the  date  of 
the  increase,  to  the  benefit  provided  prior 
to  the  increase) . 

(1)  Determine  the  amount  of  the 
monthly  benefit  payable  on  the  date  of 
plan  termination  (or,  in  the  case  of  a  de¬ 
ferred  benefit,  the  monthly  benefit  which 
will  become  payable  thereafter)  under 
the  terms  of  the  plan  subsequent  to  the 
increase,  using  service  credited  to  the 
P8oi;lcipant  as  of  the  date  of  plan  ter¬ 
mination,  that  is  guaranteeable  pursuant 
to  S  2609.3(a) ; 

(2)  Determine,  as  off  the  date  of  the 
benefit  increase,  in  accordance  with  the 
provisions  of  i  2609.4,  the  factors  which 
would  be  used  to  calculate  the  monthly 
maximum  benefit  guaranteeable  (1) 
xmder  the  terms  of  the  plan  prior  to  the 
Increase  and  (ii)  under  the  terms  of  the 
plan  subsequent  to  the  increase.  How¬ 
ever,  when  the  benefit  referred  to  in 
paragraph  (c)  (2)  (il)  of  this  section  is  a 
Joint  and  survivor  benefit  deferred  as  of 
the  date  of  plan  termination  and  there 
is  no  beneficiary  on  that  date,  the  fac¬ 
tors  computed  in  paragraph  (c)(2)  of 
this  section  (li)  shall  be  determined  as 
if  the  benefit  where  payable  only  to  the 
participant.  Each  set  of  factors  deter¬ 
mined  under  this  paragraph  shall  be 
stated  in  the  manner  set  forth  in 
S  2609.4(b)(1); 

(3)  Multip^  the  monthly  benefit 
which  wotild  have.bem  payable  (or,  in 
the  case  of  a  deferred  benefit,  would  have 
beocHne  payable)  \mder  the  terms  of  the 
plan  prior  to  th(  increase  based  on  serv¬ 
ice  edited  to  the  participant  as  of  the 
date  of  plan  termination  by  a  fraction, 
the  numerator  of  which  is  the  product 
of  the  factors  computed  pinrsuant  to 
paragraph  (c)  (2)  (11)  of  this  section  and 
the  denominator  ot  which  is  the  product 
of  the  factors  computed  pursuant  to 
paragraph  (c)  (2)  (U  of  this  section. 

(4)  Calculate  the  amount  of  the 
monthly  benefit  which  would  be  pa3mble 
on  the  date  of  plan  termination  if  the 
monthly  benefit  computed  in  paragraph 


Cc)  (3)  of  this  section  had  been  payable 
commencing  on  the  date  of  the  benefit 
Increase  (or.  la  the  case  of  a  deferred 
benefit,  would  have  bec<Hne  payable 
thereafter.)  In  ttie  case  of  a  benefit 
vdilch  does  not  beemne  pasrable  imtU  sub- 
eequent  to  the  date  of  plan  termination, 
the  amount  of  the  monthly  benefit  de¬ 
termined  pursuant  to  this  paragraph  is 
the  same  as  the  amoxmt  of  the  monthly 
benefit  calculated  pursuant  to  paragraph 
(c)  (3)  of  this  section. 

(d)  Multiple  benefit  increases.  (1) 
Where  there  has  bera  more  than  one 
benefit  increase  described  in  paragraph 
(a)  of  this  section,  the  amounts  of  guar¬ 
anteeable  benefit  Increases  shall  be  cal¬ 
culated  beginning  with  the  earliest  in¬ 
crease,  and  each  such  amoimt  (except 
for  the  amount  resulting  from  the  final 
benefit  Increase)  shall  be  multiplied  by  a 
fraction,  the  numerator  of  which  is  the 
product  of  the  factors,  stated  in  the 
manner  set  forth  in  S  2609.4(b)  (1),  used 
to  calculate  the  monthly  maTinrinTn 
guaranteeable  benefit  under  S  2609.3(a) 
and  the  denominator  of  which  is  the 
product  of  the  factors  used  in  the  cal¬ 
culation  under  paragraph  (c)(2)a)  of 
this  section. 

(2)  Each  ben^t  increase  shall  be 
treated  separately  for  the  purposes  oi 
8  2609.6,  except  as  otherwise  provided  in 
paragraph  (d)  of  that  section,  and  for 
the  purposes  of  8  2609.7,  as  appropriate. 

(e)  For  the  purposes  of  this  part,  a 
benefit  increase  is  deemed  to  be  in  effect 
commencing  on  the  later  of  its  adopti(m 
date  or  its  effective  date. 

S  2609.6  Five-year  phaae-in  of  benefit 
gnarantee  for  participants  other  than 
substantial  ownos. 

(a)  Scope.  This  section  applies  to  the 
guarantee  of  benefit  increases  t^ch 
have  been  in  effect  for  less  than 'five 
years  with  respect  to  participants  other 
than  substantial  owners,  as  defined  in 
8  4022(b)  (6)  (A)  of  the  Act. 

(b)  Phase-in  formula.  The  amount  of 
a  benefit  Increase  computed  pursuant  to 
8  2609.5  shall  be  guaranteed  to  the  ex¬ 
tent  provided  in  the  following  formula: 
the  number  of  years  the  benefit  increase 
has  been  in  effect,  not  to  exceed  five, 
multiplied  by  the  greater  oi  (1)  20  per¬ 
cent  of  the  amount  computed  pursuant 
to  8  2609.5;  or  (2)  $20  per  month. 

(c)  Computation  of  years.  In  comput¬ 
ing  the  number  of  years  a  boiefit  in¬ 
crease  has  been  in  effect,  each  omnplete 
12-month  period  prior  to  the  date  of 
termination  dxning  which  such  boieflt 
Increase  was  in  effect  shall  constitute 
one  year. 

(d)  Multiple  benefit  increases.  In  ap¬ 
plying  the  formula  contained  in  para¬ 
graph  (b)  of  this  section,  multiple  bene¬ 
fit  Increases  within  any  12-month  pe¬ 
riod  prior  to  the  date  of  termlnatton 
and  calculated  from  that  date  shall  be 
aggregated  and  treated  as  one  ben^t 
Increase. 

(e)  Notwithstandhag  the  provisioDs  of 
paragraph  (b>  of  this  aectkxi.  a  besicAt 
increase  described  in  paragraph  (a)  of 
this  section  shall  be  guaranteed  only  if 


PBOC  determines  that  the  plan  was 
terminated  for  a  reasonable  business 
purpose  and  not  for  the  purpose  of  ob¬ 
taining  the  payment  of  benefits  by 
PBGC. 

S  2609.7  Phase-in  of  benefit  gnarantee 
for  participanto  who  are  sobstantial 
owners. 

(a)  Scope.  This  section  shall  apply  to 
the  guarantee  of  all  ben^ts  descrtt)ed 
in  Part  2605  with  respect  to  participants 
who  are  substantial  owners,  as  defined 
‘in  8  4022(b)  (6)  (A) ,  at  the  date  of  plan 
termination  or  who  were  substantial 
owners  at  any  time  within  the  5-year 
period  preceding  that  date. 

(b)  Phase-in  formula  when  there  have 
been  no  benefit  increases.  Benefits  pro¬ 
vided  by  a  plan  under  which  there  has 
been  no  benefit  increase  as  defined  in 
8  2609.2,  other  than  the  adoption  of  the 
plan,  shall  be  guaranteed  to  the  extent 
provided  in  the  followhig  formula:  The 
mmithly  amoimt  computed  under 
8  2609.3(a)  multiplied  by  a  fraction  not 
to  exceed  1,  the  niunerator  of  which  is 
the  number  of  full  years  ixrior  to  the  date 
of  plan  terminatkm  that  the  substantial 
owner  was  an  active  participant  under 
the  plan,  and  the  dmominator  of  which 
is  30.  Active  participation  under  a  plan 
commences  at  the  later  of  the  date  on 
which  the  plan  is  adopted  or  becomes 
effective. 

(c)  Phase-in  formula  when  there  have 
been  benefit  increases.  If  there  has  been 
a  benefit  increase  under  the  plan  as  de¬ 
fined  in  8  2609.2,  other  than  the  ad<v- 
tion  (ff  the  plan,  benefits  provided  by 
each  such  Increase  shall  be  guaranteed 
to  the  extent  provided  in  the  following 
formula:  The  amount  the  guarantee- 
able  benefit  Increase  computed  under 
8  2609fi  multiplied  by  a  fraction  not  to 
exceed  1,  the  numerator  oi  which  is  the 
number  of  full  years  prior  to  the  date 
of  termination  that  the  benefit  increase 
was  in  effect  and  during  which  the  sub¬ 
stantial  owner  was  an  active  participant 
under  the  plan,  uid  the  denominator  of 
which  is  30.  However,  in  no  event  shall 
the  total  bttiefits  guaranteed  under  all 
such  benefit  increases  exceed  the  benefits 
which  are  guaranteed  under  paragraph 
(b)  oi  this  section  with  respect  to  a 
plan  described  therehi. 

(d)  For  the  purpose  of  computing  the 
benefits  guaranteed  under  this  section, 
m  the  case  of  a  substantial  owner  who 
bectxnes  an  active  participant  under  a 
plan  after  a  benefit  increase  (other  than 
the  adoption  of  the  plan)  has  been  put 
into  effect,  the  plan  as  it  exists  at  the 
time  he  commences  his  particlpatlmi 
RhftH  be  deemed  to  be  the  original  idan 
with  respect  to  him. 

§  2609.S  Effect  of  ta  liie^n  cliRr  ■tirni. 

(a)  General  nOe.  Except  as  provided 
to  paragraph  (b)  of  this  section,  bene¬ 
fits  accrued  under  a  idan  after  the  date 
OD  which  the  Secretary  of  the  Treasury 
or  his  delegate  issues  a  nodoe  that  any 
trust  which  is  part  of  the  idaa  no  Itmger 
meets  the  requlretnents  of  section  401(a) 
ot  the  Internal  Revenue  Code  of  1954  or 
that  the  plan  no  longer  meets  the  re- 
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qiiirements  of  section  404(a)  of  the  Code 
or  after  the  date  oi  adoption  of  a  pi%,n 
amendment  that  causes  the  issuance  of 
such  a  notice  shall  not  be  guaranteed 
under  this  part. 

(b)  Exceptions.  The  restriction  on  the 
guarantee  of  benefits  set  fwth  in  para- 
^ph  (a)  of  this  section  shall  not  apply 

(1)  The  Secretary  (rf  the  Treasury  or 
his  delegate  issues  a  notice  stating  that 
the  original  notice  refrared  to  in  para¬ 
graph  (a)  of  this  section  was  erroneous; 

(2)  The  Secretary  of  ttie  Treasury  or 
his  delegate  finds  that,  subsequent  to  the 
issuance  of  the  notice  referred  to  in  para¬ 
graph  (a)  kA  this  section,  appropriate 
action  has  been  taken  with  respect  to  the 
trust  or  plan  to  cause  it  to  meet  the  re- 


qulrements  of  sections  401(a)  or  404(a) 
(2) ,  respectively,  and  issues  a  subsequent 
notice  stating  that  the  trust  oc  plan 
meets  such  requiranents;  or 

(3)  The  plan  amoidment  is  revoked 
retroactively  to  its  original  effective 
date. 


Effective  date.  This  part  becomes  ef¬ 
fective  on  February  11, 1976. 

Issued  in  Washington,  D.C.,  this  30th 
day  of  January  1978. 


John  T.  Dunlop, 
Chairman.  Board  of  Directors. 
Pension  Benefit  Guaranty 
Corporation. 

[FR  Doc.76-3997  PUed  2-10-76:8:45  am] 


6199 


FB>HAL  KCISTEI,  VOL  41,  NO.  29— WEDNESDAY,  FHRUARY  11,  1974 


